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Correspondence
STATED CAPITAL AND TREASURY STOCK

Editor, The Journal of Accountancy:
Sir: I have read the criticisms of my letter on the above subject and have no
change to make in it.
Two of your correspondents intimate that I seek to avoid or evade the re
quirements of law. I believe those requirements to be that a certain amount
of net assets shall be retained as effective capital, not as capital stock, and I
Covered the case by a note to the surplus setting forth that a part of it had been
invested in the corporation's stock and might not be available for dividends
until suitable action had been taken and legal advice obtained.
Mr. Hills says that accountants who neglect or refuse to follow his rule of law
take responsibility and put themselves in jeopardy; others have said that if
we do not correctly state the dividend situation as it may be affected by
statutes we shall be subject to damages. What chance is there that anyone,
accountant or lawyer, can guess correctly the interpretations courts will put
upon statutes that:
(1) Have not been the subject of a great deal of litigation (Hills).
(2) Are an arbitrary legal requirement or a formula unrelated to and not
based on fact or reason (Hills).
when the rules already laid down by courts are
(3) For the most part biased and prejudiced rules. (Frederick S. Fisher of
Columbia law faculty) ?
Lawyers give advice and opinions according to their lights. If they fail to
guess correctly they are not blamed. Often we think they were right even if
they lost their cases. If we fail to guess correctly we shall be liable for damages
only if we presume to give a legal opinion.
There is no item in a balance-sheet so illuminating as “earned surplus.”
Anything that misrepresents the amount that a corporation has saved out of
profits is deplorable and wrong.
Finally, Mr. Hills’ facts are not immaculate. He says that General Foods
held certain shares of its own common stock “in addition to 180,000 shares held
by Frosted Foods Company (controlled by common stock ownership).”
Frosted Foods Company never owned 180,000, or any, such shares. If it had,
being a consolidated subsidiary, the 180,000 shares would unavoidably have
appeared in the consolidated balance-sheet. Its absence therefrom would have
shown at a glance to a moderately experienced accountant that no such stock
was held.
F. W. Thornton
New York, June 12, 1934.
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